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EAST EUROPEAN REGIONAL ECONOMIC WRAPUP 8.

Synopsis of this lssue

Economic kelations Between East and west

©

Current Account Surplius Plunges

The region's hargo currency current account surplus
plungec to $740 million last year from $2.8 million
in 195, the lowest level since 1982.

Harg Currency Debt Soars

Eastern Europe’'s gross harg currency odebt rose Dy
nearly $12 pillion tc §100.1 pillion at yeareno 19B6.
Yugoslavia: The Financial Crunch
belgroue faces tne prospect of & liquidity crisis
iater this year.

Interest in Joint ventures Meets Western Reluctance
Most countries have amenoeo or formulated new
joint-venture laws to improve access to technology
anc pocst exports while minimizing hard currency
expencitures.

Probiems

First-Guarter Growth and Trade Results Disappointing

Several economies sufferec disruptions from the harsh
winter, and many countries failed to meet Yrade
targets.

worsening Pollution heightens Environmental Activism
Mos1 repgimes now acknowleoge the seriousness of
poliution anc are implementing sSOme measures 10
ameliorate the problem.

Public Concerns Abuut Chernobyl  Still Great

Eastern Europe nas largely overcome the immediate
costs Or the accident, Dul concern about the dangers
of nucleer power will prove the most lasting legacy.

25X1

Population Trends Portend Woes

Declining birth rates will aoversely affect economic
performance snd may contribute tc some political
prouiems .

use Official Data witn Caution
[

Recent allegations by Western experts of oceliberate
tampering with official gata have reneweo shepticism
about the reliability of East Eurcpean economic
ingicators.

| 25x1
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Current Account Surplus Plunges

Eastern Europe's haro Currency current account
surplus--eaports of goods and services minus imports of
goods ana services--plunged to $740 million last year--the

iowest level since 1882--from $2.8 billion in 18ES. The
§2.6 pillion oOrop in the hard currency trace balance 1to a
small oeficit was the major factor behing the deterioration

of Eastern Europe’s current account balance. Harg currency
imports jumped 12 percent as several! countries .steppeo up
purchases of western machinery to support ambitious
mooernization programs. Exports rose only 5 percent largeiy
pbecause 0f sOTt prices for key exports anc weak aemano in
the Tnire worlo. - The appreciation of major Wwestern
currencies agsinst the dollar helped increase the oollar
value of tragde conducted in these currencies. Consequently,
in real terms the @rowth in iMPOrts anu €xports probabiv was
smaller than ingicatec¢ by current dollar values.

¢ hungary's recorg ceficit of §1.4 billion was tne
largest in the region. This figure is more than
triple the 19B5 level anc accounts for about half
of thne region’s oceterioration in the Ccurrent
account. Buoapest recoroed 2 $§540 million haro
currency traoce oeficit as exportis sank 8 percent
ano imports rose 12 percent.

o Bulgasria slumpec to an $B10 million geficit from
a small surplus & year earlijer. Exports plunged
over 20 percent as soft oil prices limiteo
earnings from o0i) reexports and restrictec the
ability of Sofia’s important customers in the
Migole East to buy Bulgarian goo0Os.

4] East Germany‘s surplus in its current account was
nearly halved to approximately $€20 miilion. The
country's trade surplus fell 50 percent =as
receipts from pil reexports geclined ang imports
of western machinery and equipment grew 20
percent. East Berlin sufferec an increase in its
trage ceficit with West Germany.

o Czechoslovakia also sustaineg a fall in  its
current account bDut maintained a8 moodest surplus
or $210 million. Growth of imports--particularly
of capital eqQuipment--outpaces exports &and caused
s 50 percent arop in Prague’'s trade surplus 1o
$295 million.

6 VYugoslavia’'s surplus oropped by nearly one thirg
to $245 miltion.

Eestern Europe: Hard Currency Current Account

" Balances®, 1980-1985
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o we estimate Polano registered a surplus of
approrimately $50C million, slightly nigher than
last year's level.

o we estimate Romania increased its surplus by more

than 50 percent to $1.3-1.4 piliion, the largest
in the region. Bucharest persists with its
policy of 1tigntly restricting imports anc
promoting exports to repay its foreign oebt . 25x1

25X1

Prospects for improvement in Eastern Europe’'s hard
currenCy tragde and current account balance this year remain
poor. vears of neglected investment wili force many
countries to continue significant pourchases of western
capital gooas——-or abanoon plans to mooernize their
economies--ana prospects for exports remain prim. Continued
weakhness in  hHungary’s current account could sharply limit
Bucapest’'s access tc new loans and impair its ability to
cover Oebt repayments. Similarly, failure on the part of
Bulgaria to reverse its current account performance
eventuzily coulc tnreaten its ability to secure new loans.
particularly at favorable terms, ang force it to abanoon
some mocernization plans. 25)(1
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Marg Currencvy Debt Soars

Eastern Europe‘s @ross harg currency debt rose Dy nearly
$12 pillion to $100.1 piltlion at yearenc 1986 (see Annex).
Net oebt—-gross oebt less foreign exchange
reserves--increasec by $10.5 pbillion to $83.3 billion. For
the seconc consecutive year, most of the increase reflects
the falling value ' of the collar against other major
currencies, which increases the oollar value of oebt
porrowed in these currencies. Such growth in debt is
largel'y statistical anc ocoes not necessarily incicate &
weakeneo financial starus. Continued large borrowing Dy
hungary to cowver its current account ogeficit slso
contributec toO the sharp growth in Bucapest's oebt
Similariy, Bulgaria stepped up borrowings from commerciel
Canks to cover its current account shortfall.

Most East European countries mooestly increased their

foreign exchange reserves last year, The overall increase
in tne region's reserves was small relative to 1984 and 1985
ano part of it reflects exchange rate fluctuations.

Apparenily the countries’ poiicies of borrowing hneavily to
accumulate reserves when interest rates were low anc funds
available nas largely enocea.

Key Oevelopments inclucec:

o MisseC payments contriputed to the rise in
FPolang's oeD1t jast year to $33.5 million, the
largest in the region.

0 VYugoslavia owes $19.4 billion t0 the west at
year—eno 1986, 2 small increase over last year.

o East Germany‘s oebt jumped 20 percent to §$1€.5-17

pillion. Nearly 2}l the increase was Oué to the
falling oollar since the share of East Berlin‘s
oept ocenominatec in non-agol lar currencies

reportedly is the largest in the region. B

o Large borrowings 10 coOver the current account
geficit pusheC up Hungary's gross odebt to $15.1
piliion. Both gross and net oOebt rose Dby $3.3
pillion, suggesting tungary gevoted little of its
new DOrrowings to builoing reserves.

o Czechoslovakia replaced Buigaria as Eastern
Europe’s least inoebtec country. Bulgaria‘s new
supplier credits anc bank-to-bank loans
contriputrec to the sharp jump in its Oebt to
nearly $4.9 oillion. Net Oebt increased Dy an

even wiocer margin as Sofia drainec its reserves.
we estimate Czechoslovakia’'s gross OeDt was $4.5

pillion,

© Romania was the ‘only East European country t0
recorc & fall in its oebt, to $€.0 pillson, as
Presigent Ceausescu helo fast in nis
getermination to eliminate the country’s external
ocept.

-Eestern Europe: Gross and Net Hard
. Currency Debt, 198086
Bilion US$
10+
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Yugostavia: The Financial Crunch

Yugoslavia faces the prospect of & liguigity crisis
later this year. Belgrace alreaoy has received $1.3 billion
in oebt relief from western creditors for 1967, but more is
neeced. western governments approved the second pnase of
their multiyear reschegul ing accorg in mig-June. The
rescheauling hac been Oelayec by Paris {lub insistence upon
a favoraple IMF assessment of Belgraoe's economic policies.
Tne accoro reschedules $475 million in official debt falling
oue over the next 11 months. In late May banks activateo
the seconc stage of a multiyear refinancing agreement worih
over S$BOC million. Even with this gebt relief, VYugosiavia
will linely face a financing gap of up te $1 pillion in both
1867 @&no 198BE, requiring aaditional oebt restructuring
possiply by later this year.

Crecitors probably will insist upon tighter external
supervisionr of tne economy as a condition for further oebdt
relief. The regime opposes direct policy oversight by the
IMF worlc Bank, or crecitor groups angd wants 1o limit
reviews 1o evaluations of performance rather than.compliance
with speciftieo policy targets. Cregitors, nowever, gouDdt
ihe Yugoslav leacership's resolve anc ability to impiement
neeoetc aCjustiment poilicies and institutionz) reforms,
inclucing:

o limiting wage increases, public expenditures, and
investment ;
o tightening monetary policy. in particular the

issuance of inter-enterprise creoits;

o aevaluing the Yugoslav dinar to promote exports
ano Oiscourage imports;

0 pegoing interest rates above infliation rates to
promote cinar savings ano ciscourage inefficient,
investment; and,

o allowing the pankrupicy of nungregs of
unprotitaple firms to encourage greater
efficiency and export orientation.

Yugoslavia argues that strict implementation of such
policies woulo aggravate inflation and unemployment, risk

comestic instability, ano depress proguction and exports.
In March worhers went on strike in about 70 firms around the
country to protest policies to tie wage growth 1o

productivity anc rescing some wage increases from last year.
In response 10 worker complaints about reduced living

standards, the
many food prices.

25X1

Yupos lav government rolleo back ano froze

While creditors view these measures as

snother retreat from Yugoslavia's commitment to economic
reform, government officisls nave tried to Turn weakness

into strength

by citing these problems as groungs for

greater western tolerance of Bbelgracge s go-slow approach on

economic acjustment. |

25X1

The USSR,
economic ties

which has long warnec Yugoslavia against close
10 the West, may try to exploit belgraoe’ s

strzins with cregitors by highlighting western pressure ano

by offering it

minor trage concessions. The Sovietrs masy try 25)(1

10 eaxploit Yugoslavia“'s financial gifficulties by applying

some pressure

for closer cooperation. The Soviets

ultimately woulc be unable or unwilling to provice tne ninc
of nelp neeoceg to resolve Yugosiavia's economic probiems,

but closer

opportunities for

economic ties coulo provioce MCsSCOw areater

infloence.[ ] . 25X1

Yugosiovia:  The Finoncing Gop®
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lnterest in Joint Ventures Meets Western Reluctance

Most East European countries have amenced oOf formulateo
new joint-venture laws in the past year to improve access to

new technology ang boost haro currency exporis while
minimizing expencitures of narg currency. western
pusinessmen remain wary, however, because of uncertsinties

ang contrel of
only limitecd
learn Now

joint venture
governments over
of East-west

profits
will make
until they

about East European treatment of
operations. The regimes probably
concessions to attract western firms
far Mcscow is going with its Western
initiatives. Tne concerns of western

technology transfer ma alse limit the growth
joint ventures. ’—Y—‘

generally face gifficult negotiations in
arranging joint ventures because tneir goals often conflict
with East European objectives. The firms hope to gain
access 10 gomestic and other CEMA markets with repatriation
of profits in harg currency. They generally 00 not share
Tne Eazst European interest in exports to harc currency
markels Decause such ventures would compete with the firms’
existing proouction facilities in the west.

western firms

Eastern oemancs for state-of-the-art technology can run
afoul of western export controls or the unwillingness of
some firms tc Share their most competritive technologies.
Tr.e rissn of transferring technoiogy may be greater with a
jcint veniure than conventional trade arrangements bDeCause
of 1the continuing relationship between engineers ano
scientists. Even if sensitive information is not
transferrec ocuring the initial setup of the joint venture,

it may occur later when tne East European firm seeks upoated
technology to remain competitive in world markets.

Essiern Europe probably will not attract many joint
ventures ~ith western firms until it makes major economic
reforms. Unrealistic exchange rates and prices. central
allocation of supplies ratnher than negotiated contracts, and
reluctance to wuse wage incentives to boost worker
proauctivity are key stumbliing DIOCKS. Even if they were
removeo, western firms would remain wary of “capricious

changes in their legal rights,

especially when they affect
the repatriation of profits and investment.

watching new Soviet
particulariy the ' limits

Eurcopeans are closely
jcint ventures,

East
initiatives on

Moscow places on such activities. while most
countries have nad some joint ventures with
over & cecaoe, Gorbachev may allow nis allies

East European
the west for
10 aoopt even

more flexible joint-ventdre policies as & testing groung for

Soviet initiatives. Such
Mcscow’'s

vemanas for more East European
acqQuiring western

technoliog ang heip in
modernization goals. i’

Eostern Europe: Joint Ventures

acquiescence coulc
cooperation in
schieving Soviet

De t)ieo to

- 3
Cnongec
Jomnt veniue Profiat Tox Free
Lows Swce | Yeor Fusl Ferrnits Weswern | Jos Kole | Fetioc
EE Country | Jonuary 198€ | Fermitiad | Number Majorily Gwnership | (Percent) | (Yeor s} Type of Venlure
Buigore \h 1880 [ Yes 201c 30 3 Moctunery,
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Severa! East European economies suffereg severe
gisruptions from the harsh winter, although &@ few snowecC
slight recovery late in tnhe first quarter. lnoustrial

growth rates for most
the the
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First-Quarter Growth ang Trade Results
Generaily Disappointing

when compared 1o the same period in 1985,

o

we still po not have complete first Quarter trade data,
but Hungary, Poland, ano (Czechoslovakia agmit tneir trage

Czechoslovakia ano Hungary lowered their economic
plans partly Oue to weather-related problems.
HMungary reported faster inoustrial growtn but
continuec poor performance in the export sector.
Lzechoslovar officials sharply criticizeo the
mzjority of firms for non-fulfiliment of pians.

Romanian leaders also criticized enterprises,
especially in the chemical, non-ferrous metals,
ang machinery sectors, for failing to @achieve

plans cue 110 management failures and inasoequaze
organization.

Cutbacks in the reporting of key statistics
suggest East Germany was off to 3 slower start
thnan wusual. Only two of the 10 ingustrial
ministries fulfiliec their plan targets; most
fell snort by wice margins. The explosion at the
Boxperg powerplant ano electricity shortages
coniributec to the plan shortfalls.

Folisnh ano Bulgarian inoustrial growth was nigner
than last year bDut Delow plan. The oecline of
production in the metals and mining sectors
compared to last year could proouce & wiger

slowgown as the year progresses in Poland. Many
siate oroers were not fulfilleo by Bulgarian
enterprises, contripbuting to shortages of

msterials for tne domestic and export markets.
First quarter inpustrial proguction in Yugoslavia

increased oespite poor resuits in January,
a)tnough output oeclined in the metals,
non-metals, angd energy sectors. Proguction

propably was hurt at least marginally by recent
strikes over government wage restraints.

plans were not fulfilleo.

countries lie below last year's Due 10
artificially hign first qQquarter 1986 growth rates

Eastern Europe: industrial Production,
First Quorter 1987 Comporea to First Quarter 1986°
Percent

Bulgorio Czecho
siovokic

E!f % f o lffff hfm Fus\ Europeon couniry data. Romonio has not published Ist quorler dotc

Yugo
siovio
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¢ Budapest had 2 $114 million deficit in the first
two montns of this vyear, compared to & $17
million ceficit in the same perioo last year.

o pPolano esarnec 8 $200 million surplus in the first
Quarter--about the same 85 last year. Hard
currency imports, nowever, increased by 14
percent, probably oue 1o increased purchases of
macninery from the west, while nard currency
exports rose only 4 percent.

o C(z2ecnoslovak sales to the Wwest fell aimost B
percent while imports rose 5 percent, again most
likely oue to purcnases of capital gooas.

6 Yugoslavia’'s harc Currency eaports rose zlmost S
percent while Belgraoe regucec imports nearly &
percent. The traace ceficit of $320 million was
smazlier tnan last year‘'s tirst aquarter oeficit.

On the basis of even sparser information, Eastern Europe

probably ran & traoce deficit with the USSK. FPoland’s
exports to and imports from these countries rose 3 percent
each, but warsaw ran about a 100 million ruble ceficit.
Czechoslovak trace was behino last year with about & 3

percent OeCrease in DOTN expOrts and imports.

Once the imbalances caused Dy the winter gsre corrected,
tastern Eurcpe may finc its economicC growth will pick up
later 1this year, but not py enocuph to fulfill economic
plans. Otner problems may later swvurface to prevent &
repounc. The harvest CcoulC De lower this vyear because of
late spring sowing Oue tO the weather, the orought in some
countries coulo impair hyaroelectric energy production, and
earlier proouction shortfalls could contribute to suppiy
bottlenecks which could persist for several more months and
leac to lower proouction.

. Declassified in Part - Sanitized Copy Approved for Release 2011/12/08 : CIA-RDP93T00643R000200990001-8
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Worsening Pollution Heightens Environmenta! Activism

Most East European regimes now acknowleoge the
seriousness of pollution in their region--after oecades of
neglect—-anc are impiement ing some measures to ameliorate
the problem, incluading purchases of western anti-poliuvtion
equipment . Environmental!ism has considerable support among
younger Farty members and youth groups in some countries.
Despite plans to boost spencing on pollution controls, most
regines lack the political will ano financial resocurces 1o
significantly recuce poliution levels, angc all remain
suspicious of environmental movements in their countries.

Recent ecological calamities affecting Eastern
Europe--acio rain, fallout from Cherncbyl ", ang ieaks of
1oxic wastes——have increased the sensitivity of East
Europeans 106 pollution cangers. The neavy use of coal has
caused actute air pollution in the industrial pelt running
through soutnern East Germany, southern Folang, and
Czechoslovahia. Czechoslovak resigents of an ingustria)
-gistract, in an wunusually open Oisplay of giscontent,
recently getitioned local authorities to control air
pollution tnhat nas causeg nealth problems among chilaren.

Environmental groups advocate an agenca that, if
enforceo, woulo seek to limit traditional Communist policies
such as rapic arowtn of heavy inoustry. Some East European
environmental groups have established contacts with their
western counterparts--particulariy the west German
Greens--for guigsance, publicity, angd support. Most

environmental groups also have founo receptive audiences for
their messsge among more traditional human rights, pacifist,
ang church groups. For example, the Polish dissioent group
Freegom ano Peace, initially & conscientious objector group,
nas become actively anti-nuclear since Chernoby) ‘.

The East European leacerships traditionally have been
reluctant to face these issues. They fear anti-poliution
measures woull Orain resources from top priority goals, suth
as rapio inoustrialization anc economi¢ growth. The leagers
s)1so coubt an environmental campaign woulo prove effective.
Tne small size of the countries means tnheir efforts coula pe
negatec Oy poilution from neignhboring states or penefit
others more than themselves.

Even when regimes openly acknowledpe the seripusness of
the problem, their anti-pollution efforts seem uniikely to
yielo much improvement . Governments nhave set unrealistic
goals for conservation bf coal, which would save fuel anco
reguce &ir polilution. East Europeans hope to subDstitute
nuclear power for coal-fireo plants, put popular fears,
program oelays, inves tment shortages, ano F laCh of
erpertise are hobbling nucliear programs. Some regimes ere
eaploring the possibility of importing poliutien-control
equipment from the west. East Germany, for erample, lest
year purchaseo ocesulfurization equipment from & Britisn firm
tor & lignite-fueleo power station. But the regimes lack
tne financia} resources and the will to tackie the poliution
proplem head on ang will propably continue efforts 10
ameliorate the problem through selective anc
highly-publicizeo investments oesigneo 1o soo0the popular
fears ano minimize political oamage from environmenial
criticism.

The tailure thus far to compat poliution effectively
suggests the only solution is increasec guvernmental
cooperation. So far, nowever, polttlurtion nhas increased
friction between the countries and recriminations over blame
for the prodblem. For » concerted East European effori 1o
pegin, we bDelieve Gorbachev would first nave 10 make 3

strong commitment environmenta! issues ano encourage CEMA
tc follow alONG.
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Eastern Europe: Worsening Pollution
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FPublic Concerns Abput Chernobyl’' Stil) Grest

overcome the immediate costs
earnings from reoucec food
supplies—--put

Eastern Europe has largely
of the Chernobyl’ accicent--lost
exports anc tourism and diminished power
neighteneo concern about the agangers of nuciear power will
prove the most lasting legacy for Eastern Europe. Tnis will
complicate the region's eftforts to solve its energy
probiems. wnile the acciocent strainec Eastern Europe’s
retations with Mpscow and nurt government cregibility
oomestically, it nas not alterec peolitical relations within
the region.

Mos1 Eas: European regimes remgin committec to expanoecd
use of Soviet-oesignec nuclear plants, but they are boosting
investmenlts 1n nuciear safetly, incluoing purchases from US
anc other western vengors. (1) At & meeting of the CEMA
nuclear working group last November, seven montns after the
acciocent, the regior agreec to plans for a six—foid increase
of nuClear Cevacity from the current E,000 megawatts (MW} to

5C.000C Mw Dy the vyear 2000. This reaffirmation is
significant uecause East European nucliear construction
programs were alreaody lagging from cost over=runs and
shortages of fungs, hey materials, ang expertise.

vugosliavia 1is tne only East European country in which 3
broac-pbasec resistance 10 nuciear power has

postponement of plans to builo nuclear power plants.

Public anriety about the accigent nas forceo regimes to
show greater concern about the riswks of nuclear power, The
official meoia have reiterated the necessity of nuciear
power, stressed the safety cof their reactors, and publicizecd
new measures to ensure reactior safetry. Some future plants
will De situated in remote areas with containment buildings

ang more reliable cooling systems. Most countries are
seeking nuclear safety technology ang ctonsultling services
from wWestern firms--most of which is not

COCOM~control leg--particularly in computer simulation, risk
assessment, anc monitoring systems. The Bloc probably also
will seekh sensitive computler equipment and software, which

are not necessary to improve saterty, but which probably
woulC De passe0 10 the Sovietrs.

forced the

Eastern Europe‘'s newly found interest in western nuc\aaPA

safety technology will not lead the regimes t0 shift
procurement trom Sovietfoesipnec reactors to wesiern ones.
The regimes cannot afforoc the large harc currency

expencitures ano eaxtendec program ocelays such & snift woull
entail. Energy officials generally believe Soviet-oesigned
plants can DbDe made safe by acquiring western safetly
technology ancu

services while keeping construction delays
anc hard currency costs manageable.

Share of Ecst European Electricity Output From
Nuclear Power: 1985, 1990°, 2000° .

Percent
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°These projeclions by the regimes should be treoled with coulion. The East Europeans have
folien short of past construclion gootls, ond current building of reoctors is besel by deloys.

Sources. Press and Officiol Stotistics.
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Population Trends Portend woes Ecstern Europe: Distribution of Population anc
Labor Force Participotion, by Gender
Declining pirth rates in Eastern Europe will agversely Million Feopte
affect economic performance anc may contribute to political ‘ 2 ol Gencer  BY Lobor
proplems in some countries. To offset the acemographic 975 Fopuouon Forucpation
protiems, governments have implemented pro-birth policies
whicn so far have resulteoc in only minimal increases in

Cirth retes.

o
populetion growth ceclinec for the first time in
posStwmer fastern Europe, and tnhis oecline
continuec inte the 1880°s.
¢ East Germany's population fell to 16.6 million in
198B€, & ocecline of 50C.000 in 16 years.
o tunyary's labor force has odeclined stead8ily since
147§, anc this treng is projectec to continue for
the next few Ocecaoes.
o C(z2ecnosliovakia and bulgaris’s population growin
rates Nave stabilizeo near replacement levels.
¢ Polenc anc Romania’'s population growth rates are
geclining to replacement levels.
Because 0f these trenos, the percentage of population over
4% nas increasec in the last 10 years, ang it will reach 34
percent by 189%.
Stable, aging populations have important implications

for the region’s economic prospects:

4]

1is the iote 6C's anc early 70°s, rates of natural

The low Dirth rate means Eastern Europe will have
tc oratt 60 percent of 1E-year oloc males to

futfill current military manpower requirements, 905
comparec to 40 percent in the eariy 1870s .
Consequently, fewer youth will be available for

the inoustrial labor force.
when economic planners fing they cannol obtain
sufricient infusions of new labor to DooOSt

economic growtn, they will be forceo to seek
metnhoos 1O pobtain proauctivity growtn from the

same or & declining lapor pool. Some regimes may
impose tighter lapor discipline; others will
eaperiment with incentives. This also explains
wny sc many of the regimes are pushing the — - . ,
cgevelopment of automation and materials—handling U -1 -10 -8 -:5-4—'2 0 ° 5 4’ 6 B 1'0 12 )“
technNiQues.
Source: US Deportment of C
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o Oloer workers will constitute 8 larger proportion
of the lapor force. In some ingustries, this
could help boost labor proguctivity, but in
others, this coulo create pockets of excess labor
where the workers cannot be easily retrainec for
totally cifferent occupations.

o The ocemano for government-sponsored welfare and
megical services will increase as the population
ages. This will givert manpower and investment
1C seltors the regimes viewn as noN=proguctive.
This effect may bDe attenuatec with some decline
in tne neec for education, but it is not clear
how motile labor resources are between 1the two
serviCce categories.

Some countries zlso face poiitical problems Oue tC the
nigher ULiIrth rate among their minorities. The Turkish
minority in Bulgaris ano the gypsies in (zechoslovakia ang
Hungary are of special concern to those regimes. Officiais
propably are worriec that a larger proportion of minorities
will increase the influence of these segments in the
_population. The regimes view these minorities as more
gifticult to 1ntegrate into urpan areas anc the industrial
labor force ans &s less proouCtive workers.

In response to the declining birth rates, East European
regimes have implementeo various pro~pirtn policies.
Monetary incentives such as larger chilo aliowances, Tax
preaks., anc ionger maternity leave with grester pay are useo
tc encourage nhigher Dirth rates. In aodition, some
countries have restrictec access to contraceptives ang
abortions--in komania, both are consiocerec illegal. These

new incentives initially proouced small increases in birth
rates, but the increases may prove temporary beCause they 0o
nut relieve core problems affecting population growth, such

as Tow stangaro of living, rowdec housing, and
unaveilapility of consumer gooos. | = |

Pro-birth policies bear economic CcOsSts that the regimes

may be unwilling or wunable to afford. Output in some
inoustries employing large numbers of women, such as
processec toogs anc textiles, would suffer if many are
apsent for erxtenoec maternity leaves. A high bDirth rate
woulO require expenaing resources oevoted to cnilo care ano
eOucation. Housing construction programs oesigned to
promote larger families would Oivert scarce investment

resources to an activity many of the regimes typicaliy have
consigcerec ot miNOr importance.
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Use Official Data with Caution

Recent allegations by some Western experts of deliberate
tampering with officia! ocata have renewed skepticism about
the reliacility of East European economic indicators. The
increasing frequency of regime charges against plant
managers for faisifying their statistical reports nave Cast
furtner Odoubt on the region’s statistics. Although the
quality of statristics is suspect for all countries in the
region (inciuging the USSR}, the problem is most acute for
Romania ano East Germany. Biases in the oata coulo
compromise our ability to analyze 1these economies, but
tortunately various procecures &re availabie 1o reQuce tne
gistoriiyons .. .

nungary, Polang, anc Yugoslaviz protbably have thé best
statistica! reporting in the region in terms of scope and
consistency. They are more linely te publish dertailed
foreign tragce or social statistics than the cther regimes
which generally withnolo this information for political or

miiitary reasons. In part, the relative frankness has
fesuliecC Tium pressures Dy western creditors to reveal Oate
1¢ cuality Ttor loans ang reschegulings. Also, it is no

coincigence thal leagers in tnese countries have Deen most
canolo in a0mitting their economic problems.

Nevertheless, the quaiity of official statistics
frequently fails Deiow western stangards. For exampie,
tixer staristical exchange rates used in compiling Yugoslav
foreign trede Gela complicates analysis, but this problem
ras been Correctec tnie year in response to 1IMF pressures.
Most East furopean countries publish only meager cetzils for
sensitive oata such as single-line Dbuoget entries for

oefense e€xpencitures which many western analysts believe
that figure nave little, if any, real meaning. f:::::::::::]

East European statistical authorities are not only the
perpetrators of misleaoing statistics but are also the

victims of the figures provioed them. They cite oiscroerly
enterprise recoraos and carelessness in filling out
statistical forms &s the most significant sources of error
in otfficial cata. Some plant managers misrepresent

performance results toc gain financisa)! rewaros for achieving
pians or tc concea) shortfalls in proguction.

Romanian O&ate probably are the worst in the region,
Operating in a Stalinist-style economy where penalties for

shortfalls may be severe, cata are more likely to suffer
from outripht distortions poth at the enterprise ano
statistical bureau levels. we also believe the
metnooologies used by Romanian statisticians pias official
reports of key economic variables upwarc, partiatly for
propaganoa reasons.

East Germany has one of the poorest recorgs of
gisclosing Uata. Policymakers in this country unaoubted!y
heve &CCesS 1o hignty oetaileo oata, but 1he statistics
released tc the general public are relatively scant. East
Berlin‘'s statistical pbureau, for example, s1311 treats
information about the country s Delance of payments as
secret anc often omite puplication of unfavorable gata until
the situation improves or tne information can D& nicoen 1N
statistics releasec later.

The meager data released may not give accurate accounts
of economic performance. One East German economic experst
complainec¢ that his country’s statistics overstated economic
growth, pussibly significantly. The reason citeg for this
bias nowever, was not oOeliberzte goistortion put flaws in

fnf methodology. particularly in accounting for inflation.

O0f+icial Czechoslovak and Bulgarian oata are, by East
European standaros, of average quality--ogetailed, pbut not
particularly revealing about sensitive issues. Bulgarian
economic OUstla are especially prone to inconsistencies in
presentation trom year 10 year, and its social oata concea!
The role of ethnic TJurks in the country. For noth
couniryes, rregquent changes in unoerlying ingcices are often
used to present economic performance in & more favoravpie
fignt. As with most other countries, statistical
methodologies are often not publicly documented nor are tney
necessarily consistent from year to year.

Problems with official statistics could easily frustrate
our efforts to analyze the performance of these countries,
particularly levels of output anc economic growth. For this
reason, government analysts ano acaocemics carefully sift
througnh the evioence, evaluate the quality of ogifferent
statistics., and decice upon approaches tc improve them.
wnile the resulting Wwestern estimates are not perfect,
precise estimates are not neeged 10 assess proad economic
1renos. A large part of this information is releasec on an
unclassified basis in tne annual egition of the
Handbook of Economic Stestistics.

o . |
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Our estimates of GNP are one example of &alternative
measures anc illustrate reconstructec statistics. They are
constructeoc from statistical samples of official dates and
ap)justec 10 western concepts. Past tests of methooology,
when applied to countries for which data are relatively
apungant ano of gooc quality, confirm that this approach
proouces reliable estimates. .

Trne (1A measures of GNP indicate that economic growth in
most of tne East European countries is slower than 1he
regimes Cclaim with their own measure, National lncome
Prooucec (NIP). This is primarily oue tc the different way
services, prices, ano oepreciation are handled in the two
accounting systems. In comparison witn GNP measures, NIP
estimetles:

© escluOe &s nonproductive most services, inclucing
nousing, eocucatiIon, anc consumer services.

0 underestimate official price increases from
changes in proouct Quality anc the introouction
of liew prooucts.

© oecuct oepreciation from gross fixed capita!
formation.

Fastern Europe: GNP & NMP Growth Rate, 1980-86
Average Annua! Percent Growth

[

.

Buigorio Czecho

I

. Y

Eost
rmany

€2 Gross Nolional

Hungory

Product

Polond

£Z2 Net Moleriol
Product

Y

Romonio

Declassified in Part - Sanitized Copy Approved for Release 2011/12/08 : CIA-RDP93T00643R000200990001-8

_

Yugo
slovic

Z

25X1

25X1

25X1

[ B5x1.
25x1.



Declassified in Part - Sanitized Copy Approved for Release 2011/12/08 : CIA-RDP93T00643R000200990001-8

EASTERN EUROPE: Hard Currency Debt, 1985 and 1986% (Million US )
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1985 1986
Eastern Europe

Gross Debt 88180 100060
Commercial 46940 54950
Official 33200 370860
IMF/WB/Other 8040 8050

Reserves 156470 16810

Net Debt 72710 83250

Bulgaria .

Gross Debt 3610 4880
Commercial 3060 4150
Official 550 730

Reserves 2090 1380

Net Debt 1520 3500

Czechoslovakia

Gross Debt ’ 3830 4480
Commercial 2840 3380
Official 990 1100

Reserves 1010 1220

Net Debt 2820 3260

East Germany

Gross Debt 13900 16750
Commercial 10000 12850
Official 3900 3900

Reserves 6490 7450

Net Debt 7410 9300

Hungary

Gross Debt 11760 15090
Commercial 9760 12380
Official 830 1080
BIS/IMF 1170 1620

Reserves 3000 3080

Net Debt . 8760 12010

Poland

Gross Debt 29300 33500
Commercial 1060Q 12100
Official 18700 21400

Reserves 1590 1720

Net Debt 27710 31780

Romania

Gross Debt 6600 6000
Commercial 2900 2700
Official 1100 1100
IMF/WB/CEMA Banks 2600 2200

Reserves 200 500

Net Debt 6400 5500
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Yugoslavia.
Gross Debt 19180 19360
Commercial 7780 7390
Official 7130 7740
IMF /4B 4270 4230
Reserves 1090 1460
Net Debt 18090 17900
* Preliminary
25X1
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